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§ 9. In practice, of course, many actual increments of
value are partly windfalls and partly increments of this kind.
When the element of appearance in actual increments has
been removed, it is possible to distinguish the windfall element
in the real increment in the following manner : If a piece of
land in 1940 has a total value (x +y), made up of a value x
due to its present (agricultural or other) use, and a value y
due to expectations of building rents after 1960, there should,
interest being reckoned at 5 per cent, be a non-windfall incre-
ment in the value of the land by the year 1955 equal to about
108 per cent of y. In order, therefore, that increment tax
may be confined to windfalls, it ought only to be levied on
the excess of the then value of the land over its present value
now plus 108 per cent of that portion of its present value
which is due to its prospects as building land. For periods of
greater or less length than fifteen years similar calculations
could, of course, easily be worked out. The root idea of this
plan was embodied both in the increment duties established
at Frankfort and Cologne and also in the German Imperial
increment tax. The fourth section of the Frankfort bye-law,
for example, provided that, " in the case of unbuilt-on land
which the vendor does not himself use for purposes of agri-
culture or industry ", before the increment which has accrued
at any time is calculated, there shall be added to the original
basis valuation interest at the rate of 4 per cent.1 Compound
interest was, however — it would seem incorrectly — not
allowed.
§ 10. Yet one more point remains. In some circumstances
an increment, which is not definitely expected, nevertheless
enters, in some measure, into present value, and is, therefore,
not true windfall. I may, for instance, have a piece of land
which is expected to yield for a long while £500 a year, but in
regard to which it is recognised vaguely that either a rise or a
fall may take place. This land — with interest at 5 per cent —
will have a capital value of £10,000, and it, therefore, seems
at first sight that the possibility of its rising in value is not
being discounted. In reality, however, this possibility does
enter into present value, acting there as a counterweight to
the possibility of a fall. The measure of influence which this
possibility, reckoned over the ensuing fifteen years, exercises
1 Of. [Cd. 4750], p. 21.

